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Tips for

Busy Readers

S. MADONNA KABBES, C.P.A.

cedures to the reports for internal manage
ment use, and adjusted the inventory figures
in the reports for external use. Internal man
agement found such reports helpful in fore
casting variations in net income, since such
changes would have a direct relationship to
changes in sales volume.
Among the reasons advanced for not using
direct costing in reports for external use was
that acceptance has not been obtained for
income tax purposes, as well as certain doubts
which still exist as to the acceptance of this
basis for public reporting.

CURRENT APPLICATION OF DIRECT
COSTING—N.A.A. Research Report No. 37
—National Association of Accountants, New
York, 1961. 108 pages.
The growing number of companies using
direct costing prompted the National Associa
tion of Accountants to make this research
study. Representatives of fifty companies using
direct costing were interviewed to obtain cur
rent material for the study. The committee
members attended seminar conferences, and
studied pertinent literature which has appeared
since 1953, when a previous research report
on Direct Costing was published.
Absorption costing is based on the theory
that all manufacturing costs should be assigned
to the products manufactured, while non
manufacturing costs are deducted from gross
margin in the period incurred. In so far as
manufacturing costs apply to products in
inventory, such costs are deferred to the period
in which the goods are sold.
Direct costing recognizes that some costs
arise each period because it is necessary to
keep a certain capacity available for produc
tion, whether or not it is utilized to the fullest
extent. Such period costs (fixed costs) are
charged to the period in which incurred, and
only those additional costs (variable costs)
incurred if goods are produced are charged to
the products manufactured. Such costs will be
proportional to volume and thus unit costs
tend to remain constant. Under this system
revenue is reduced by the direct costs of
manufacturing and selling the products to
derive a marginal income figure. This marginal
income is reduced by all period costs to arrive
at the net income for the period. Since mar
ginal income per unit tends to remain con
stant, it becomes easy to predict the changes
in net income which will result from volume
increases.
One of the advantages claimed for the direct
method is the aid it offers in profit planning.
For short-run planning marginal income
figures need to be immediately available, so
decisions can be made before opportunities
are lost. Long-range planning, on the other
hand, often involves substantial increases in
volume, and usually results in higher period
costs. Companies using direct costing maintain
such projections are more accurately made by
having the classification of period and direct
costs set up in the accounts for the current
volume of production.
Some of the companies interviewed said they
limited the application of direct costing pro

ACCOUNTING SYSTEMS and DATA PROC
ESSING, by Nelson and Woods. Southwest
ern Publishing Co., Cincinnati 27, Ohio,
1961. 640 pages.
Systems analysis is emphasized in all parts
of this up-to-date text. The beginning chapters
stress the importance of having a unit-data
medium created for each financial transaction
completed. Once such business papers are
created, there is great flexibility possible in
their use.
The text uses many illustrations and flow
charts helpful to students in visualizing the
ways these original documents are used in the
recording and summarizing of accounting
records. At the end of each chapter there are
a series of questions, as well as problems and
cases.
One chapter is devoted to the records which
may be accumulated through the use of manual
devices such as the cash register, pegboard
and keysort cards.
Part II on Systems Review includes defini
tions of some of the basic terms used, out
lines the objectives of such reviews and the
nature of the working papers used. After sur
veying the problems involved in a general
manner, the authors then proceed to specific
areas to be reviewed and investigated—the
sales and cash collections, the purchases and
cash disbursements, timekeeping and payroll
systems being a few of the specific areas
analyzed.
The last part of the text on Automated Data
Processing Systems gives up-to-date informa
tion on the use of punched card systems, as
well as some procedures to be followed in
their design and installation. The authors
emphasize that the systems man must have a
thorough understanding of the tabulator and
the calculating punch, before he is in a posi(Continued on page 16)
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another where there seem to be conflicting
areas of interest or points of view. Usually, if
the lines of communication are kept open, the
problems will fall of their own weight for a
natural and reasonable solution becomes ap
parent to all.
The accountant must work closely with the
department head to determine whether or not
the flow of information from accounting is use
ful and/or understandable. The most beautiful
and sophisticated reports have been tossed
aside by the very people they were designed
to help, because the report was not presented
properly in the beginning, or it was not under
stood by the receiver. Therefore, the incentive
to design and present better and more com
prehensive reports is always present. When a
report is really clear and helpful, the first re
action of management is surprise. The account
ant does understand the question and how to
answer it clearly. The satisfaction derived from
a report well received is worth all the hours
designing and redesigning it.
The accountant also should work with the
department head and top management to help
each side explain to the other, the financial
reasons or proof for a particular point of view
or plan. The more the accountant really knows
about the technical, service and sales opera
tions of the business the better he is able to
fulfill his responsibility and the faster he will
gain the confidence of management.
Another, and in some respects the most im
portant, responsibility of an accountant is to
interpret for, and to inform management re
garding financial matters in anticipation of in
quiries or problems. Cash forecasts, trends in
the industry, tax consequences of certain de
cisions, tax consequences resulting from
inaction, contemplated legislation affecting
your industry, should all be brought to man
agement’s attention for decision and action.
An important aspect of the accountant’s re
sponsibility that is too often overlooked in his
education and even in an employment inter
view is his ability to be an administrator or
even a supervisor. In private industry this
ability must go hand in hand with accounting
ability for any person who is being hired with
the idea in mind of promotion into any level
of management. The controller or treasurer
doing the hiring has the responsibility to
furnish the company with talent for the future
which will best serve private industry.
Technical or theoretical knowledge alone is
not enough.
The second major area of responsibility of
the accountant in private industry is to his
profession. He represents the accounting pro
fession and interprets it to management. The
accountant who is well versed in the newest
developments in the field, who understands
16

them and knows whether they have a valid
application to his company, will earn greater
respect for his standing in the accounting pro
fession. Management knows that any individual
who keeps up with his profession is in a better
position to save money for the company. Like
wise, the accountant who is in contact, through
professional organizations and publications,
with others in his industry and with account
ing in general is able to advance the status
of the accounting profession in the eyes of
management.
Because of the importance of audited
statements in today’s business world, there is
an increasing amount of contact between the
private accountants and those practicing in
public accounting. The greater the communi
cation between the accountant in industry and
his auditing counterpart, the faster and more
effective the audit will be, and of course, the
less money it will cost the firm. It is the re
sponsibility of the accountant to help the audi
tor explain why procedures which management
may feel are unnecessary, are standard in the
auditing field. It is also the responsibility of
the company accountant to see to it that the
auditor does not lengthen the audit unneces
sarily because of his lack of knowledge of the
internal control or, more important, his lack
of knowledge of trade practices which may
be a red flag in one business and ordinary in
others.
The next fifty years will see the accounting
profession expand in scope and stature com
parable to law and medicine. Those responsible
accountants who understand this opportunity
will train themselves to be ready when
openings develop in management, whether
they be in private or public accounting.

(Continued from page 14)
tion to design or suggest changes in any sys
tem.
The last chapters of the book introduce the
student to electronic data processing systems.
Examples are given of binary-coded decimals
and operations using the binary code are
illustrated. Simple programs for computers are
developed, which give the reader some idea
of the wealth of detail involved in the prep
aration of such programs.
The way the authors have integrated their
discussion of accounting systems and the
automation of such systems represents a de
parture from the approach taken in many
other texts. The material has been developed
in a very practical way, and should be helpful
to both the accountant and the systems man,
as well as students planning to enter into either
of these fields.

